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Abstract 
The main purpose of this study is to determine the factors that affect the 
individual decision to purchase health insurance and the level of coverage 
purchased. In addition, this study attempts to profile the policyholders and 
compare this against the profile of non policyholders, and also estimates the 
price elasticity of health insurance demand. A model to predict the likelihood of 
purchasing health insurance is also proposed. The thesis was developed based 
mainly on the Utility Theory, Prospect Theory and Bounded Rationality Theory. 
The dataset was obtained from the National Health and Morbidity Survey III. 
The two major analytical tools employed were logistic regression and the 
Heckman two-stage estimator. Due to the multicollinearity problem, the dataset 
were split into salaried and non-salaried individuals and were analyzed 
separately. The results revealed that the likelihood of health insurance purchase 
among the salaried individuals was higher if the individual’s income and 
education were higher, and if the individual was a female, was a non-Muslim, 
was a civil servant, as well as if the individual was more risk averse, while the 
effect of age was nonlinear. The results also showed that those who were older, 
earned higher income, female, non-Muslims, had high out-of-pocket costs for 
health care tended to seek a higher amount of coverage. Individuals were less 
likely to purchase health insurance when the price increased and the price 
elasticity was relatively low indicating that a high subsidy would be needed to 
induce purchase. Given individual characteristics, the models were found to be 
useful in predicting individual’s likelihood in purchasing health insurance for 
both the salaried and non salaried individuals. The findings offer useful inputs 
for insurance industry players and policy makers on various issues, including 
health care financing in Malaysia. 
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Abstrak 
Tujuan utama kajian ini adalah untuk menentukan faktor yang mempengaruhi 
keputusan individu membeli insurans kesihatan dan tahap perlindungan yang 
dibeli. Di samping itu, kajian ini menganalisis profil pemegang polisi insurans 
kesihatan dan menganggar keanjalan harga permintaan insurans kesihatan. 
Model untuk meramal kebarangkalian pembelian insurans kesihatan juga 
dicadangkan. Tesis ini dirangka berdasarkan Teori Utiliti, Teori Prospek dan 
Teori Rasionaliti Terbatas. Data diperolehi daripada Tinjauan Kebangsaan 
Kesihatan dan Morbiditi III. Analisis menggunakan dua kaedah utama iaitu 
Regresi Logistik dan Penganggar Dua-Tahap Heckman. Data dibahagikan 
kepada individu yang bergaji dan individu yang tidak bergaji. Hasil kajian 
menunjukkan kebarangkalian membeli insurans kesihatan adalah lebih tinggi di 
kalangan individu berpendapatan tinggi dan tahap pengajian tinggi, wanita, 
bukan Islam, pekerja kerajaan, dan individu yang lebih bersikap pengelak risiko 
manakala kesan umur adalah tidak linear. Kajian juga menunjukkan individu 
berpendapatan tinggi, lebih tua, wanita, bukan Islam dan mempunyai kos 
perubatan sendiri yang tinggi membeli insurans kesihatan dengan tahap 
perlindungan yang lebih tinggi. Di samping itu, kebarangkalian membeli 
insurans kesihatan akan meningkat jika harga polisi insurans dikurangkan 
namun keanjalan harga sangat rendah. Ini bermaksud, subsidi yang sangat 
tinggi mungkin diperlukan untuk menggalakkan pembelian insurans kesihatan. 
Dengan adanya maklumat individu, model-model kajian ini didapati berguna 
untuk meramal kebarangkalian individu membeli insurans kesihatan untuk 
kedua-dua kumpulan individu bergaji dan tidak bergaji.  Dapatan kajian ini 
menawarkan input berguna kepada pihak industri insurans dan pembuat dasar 
berhubung beberapa isu termasuk pembiayaan penjagaan kesihatan di Malaysia. 
 
Katakunci: Permintaan, Insurans Kesihatan, Teori Utiliti, Teori Prospek
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CHAPTER 1 
 
INTRODUCTION 
 
 
1.1 Introduction 
Private health insurance is one of the sources of funds for financing health 
care apart from direct taxes, public insurance and out of pocket payments. In 
some countries such as the United States, private health insurance is the 
source of funds for medical care for many individuals while in countries like 
the United Kingdom, the people are highly dependence on the public health 
insurance. The public health insurance could be in several forms such as 
mandated social insurance scheme as in the case of Japan or a tax-funded 
health financing scheme as in the case of United Kingdom.  
 
In Malaysia, there is no specific program for public health insurance. 
Nevertheless, health care is highly accessible at the public health institutions 
for a minimal fee. Despite the fact, based on the Central Bank of Malaysia 
annual reports from year 2005 to 2008, the private health insurance business 
has grown significantly (Bank Negara Malaysia, 2005, 2009b). The report 
from the National Health and Morbidity Survey III which is a cross-
sectional survey undertaken in year 2006, indicates that about 18.8% of the 
Malaysian population owned some type of private health insurance (Institute 
for Public Health, 2008).  
The contents of 
the thesis is for 
internal user 
only 
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